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Board of Trustees

The Judiciary Retirement System of the
Commonwealth of Puerto Rico

Ave. Ponce de Ledn #437

Hato Rey, Puerto Rico 00918

June 30, 2005 Actuarial Valuation
Dear Board Members:

Actuarial valuations of the Judiciary Retirement System of Puerto Rico (also the “Retirement System” or
the “System”) are prepared periodically by Buck Consultants, LLC Puerto Rico Branch (also “Buck™) at
the request of the Retirement System’s Administration in order to:

0 Determine the employer contribution required to fund the Retirement System on a sound actuarial
basis,

Provide a summary of the funded status of the System
Present the financial statement disclosure information according to GASB 25 and 27, and

Disclose liabilities related to certain benefit provisions granted by legislation and funded on a pay-as-
you-go basis, known as “Special Laws Benefits” which prior to 2003 were included as commitments
of the Retirement System

This report presents the results of the actuarial valuation and the contributions payable by the employer to
the Retirement System for the fiscal year ending June 30, 2006. The last valuation report performed by
Buck was as of June 30, 2003.

Discussion of Valuation Results

The actuarial valuation as of June 30, 2005 indicates that a total employer contribution rate of 33.19% of
payroll is required to meet the employer normal cost and to amortize the unfunded actuarial liability over
21 years from July 1, 2003 as a level percentage of payroll. Based on a total payroll of $29,331,112 as of
June 30, 2005, the required actuarial contribution payable by the Commonwealth of Puerto Rico is
$9,735,243.

The actual contributions to the Retirement System are set by legislation of the Commonwealth of Puerto
Rico. It is our understanding that the current employer contribution rate is 22.06% of salary. Therefore,
we estimate an additional contribution of 11.13% of pay (approximately $3.3 million per year) is
recommended for the sound financing of the System. This contribution deficit will continue to deteriorate
the financial status of the Retirement System, We recommend consideration of a gradual increase in
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employer contributions and/or evaluation of Plan benefits in order to help improve the long-term funding
of the System.

Funded Status of Retirement System

Below we present a comparison of the funding ratio of the System as of June 30, 2005 and 2003. The
market value of assets as of June 30, 2005 was obtained from the audited financial statements for the
Commonwealth of Puerto Rico dated March 14, 2006.

Funding Ratio Comparison
June 30, 2005 June 30, 2003

Actuarial Accrued Liability $174,454,131 $166,732,009
Market Value of Assets $69,797.000 $61,781,000
Unfunded Actuarial Accrued Liability $104,657,131 $104,951,009
TFunding Ratio 40.01% 37.05%

The funding ratio has increased about 2,96% due mostly to asset returns higher than expected and salary
increases lower than anticipated.

The annual asset returns for the fiscal years ending June 30, 2004, and 2005 were approximately 12.9%
and 6.3% respectively. This represents an average annual return of about 9.5% for the two years period,
which is greater than the annual assumed investment retum on assets of 8.5%

The average salary increased about 3.6% from June 30, 2003 fo June 30, 2005. This represents an average
annual increase of 1.8% for the two years period, which is lower than the 5.0% salary increase assumption
used for valuation purposes.

Accounting Disclosures (GASB 25/27)

The accounting information required under GASB Statements Nos. 25 and 27 for the fiscal year ending
June 30, 2006 is presented in the attached Table 1. Information in the schedules before 2001 is derived
from the June 30, 2001 financial statements of the Commonwealth of Puerto Rico. We note the reported
contributions paid reported for those years on the financial statements appear to include employee
contributions. It is our understanding that only employer contributions should be included.

Actuarial Assumptions and Methods, and System Provisions

The valuation is based on actuarial assumptions and methods presented on Table II, including an annual
interest rate of 8,5% and salary and total payroll increases of 5.0% per year.

At the request of the System’s Administration, the benefit of cost of living increases (COLA) of 3.00%

triennially to present and future retirees, which prior to 2003 was included as an actuarial obligation of the
Retirement System, has been removed as a System liability, as the Retirement System understands this
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benefit was granted by special legislation and it is the responsibility of the Government of Puerto Rico.
However, for completeness, the System has requested that this liability be presented separately in this
report.

In an effort to disclosed all pension liabilities, including those that do not belong to the Retirement
System, the table below shows the liabilities with and without COLA as follows:

Without With

COLA COLA
Actuarial Accrued Liability $ 174,454,131 $191,497,139
Market Value of Assets $ 69,797.000 $ 69,797,000
Unfunded Actuarial Accrued Liability (UAAL) $ 104,657,131 $ 121,700,139
Funding Ratio 40,01% 36.45%
Required Employer Contribution $ 9,735,243 $ 11,330,529

Based on our discussions, we understand that the most recent review of the actual experience of the
System was performed nearly ten years ago, We suggest the Board consider undertaking an experience
study to evaluate the current assumptions and make modifications, if necessary.

Valuation Data
Finally, we have prepared the valuation using the System’s members’ data and the financial data provided
by the Retirement System. Below we provide a summary of the member data used in the actuarial

valuation.

. June 30,2005  June 30,2003  June 30, 2001

Valuation Valuation Yaluation
Actives number 370 336 359
Actives - annual payroll 329,331,112 $25,711,003 $26,700,000
Retirees number 253 250 224
Retirees - annual benefits $10,530,115 $9,373,618 $7,887,742
Beneficiaries number 58 57 57
Beneficiaries - annual benefits $872,637 $742,676 $742,676
Deferred vested number 56 31 31
Deferred vested — annual benefits $2,549,300 $809,006 $809,006
Total inactives number 367 338 312
Total inactives annual benefits $11,994,493% $10,116,294* $8,630,418*

* Excluding benefits of deferred vested employees.
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